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In China, the equalization of the basic public services is not only an important 
institutional arrangement to build a harmonious society and the people-oriented 
concept, but also important initiatives to achieve the balance between economy and 
society. At present, the non-equalization of public service exists between our regions, 
urban and rural areas, and different groups. Since 2012, China began to promote the 
reform of BT to VAT. Taking this opportunity, based on the perspective of tax 
competition among governments, this paper analyzed the impact of the VAT’s effects 
on local governments to provide public service, and the share ratio of the joint taxes. 
This paper introduced the unique fiscal equalization system of Germany, in which 
value-added tax play an important role.  
The empirical test selected the data of 11 Chinese provinces from eastern and 
western China from 1998 to 2013. The fact is that there exists the inverse relationship 
between the basic public services expenditure and the VAT revenue that goes to 
central department. And the underdeveloped areas’ public service investments were 
influenced greater. So, the current system of shared taxes should be reformed, and the 
VAT’s sharing proportion of the local government should be increased. The VAT tax 
refund system needs to be changed and the horizontal fiscal transfer payment system 
in China should be built. Thereby, the equalization degree of public services would be 
improved. 
The innovation of this paper exists as followed. In theory, the paper describes the 
mechanism of tax competition, especially value-added tax in the progress. In 
empirical study, the paper chose SUR models, which takes into account the tax refund 
system. And the empirical results reveal the regions of different developmental levels 
behave differently when providing basic public services under the same tax sharing 
system. The shortage is that the theoretical part is based on description and logical 
reasoning, lack of support of mathematical models. And since only 11 provinces were 
selected as samples, there may be sample selection bias. 
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